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KANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.19. NON CURRENT INVESTMENTS 

Financial instruments, which include, investments in municipal entities and fixed deposits 
invested in registered commercial banks, are stated at amortised cost. 

Where investments have been impaired, the carrying value is adjusted by the impairment 
loss, which is recognised as an expense in the period that the impairment is Identified. 

On disposal of an investment, the difference between the net disposal proceeds and the 
carrying amount is charged or credited to the Statement of Financial Performance. 

The carrying amounts of such investments are. reduced to recognise any decline, other 
than a temporary decline, in the value of individual investments. 


1.20. INVENTORIES 
1.ZQ.1 Initial Recognition 

Inventories comprise current assets held for safe, consumption or distribution during the 
ordinary course of business. Inventories are initially recognised at cost. Cost generally 
refers to the purchase price, plus non-recoverable taxes, transport costs and any other 
costs in bringing the inventories to their current location and condition. Where Inventory 
is manufactured, constructed or produced, the cost includes the cost of labour, materials 
and overheads used during the manufacturing process. 

Where inventory is acquired by the Municipality for no or nominal consideration (i.e. a 
non-exchange transaction), the cost is deemed to be equal to the fair value of the item on 
the date acquired. 

1.20,2 Subsequent Measurement 

Inventories, consisting of consumable stores, raw materials, work-in-progress and 
finished goods, are valued at the lower of cost and not realisable value unless they are to 
be distributed at no or nominal charge, in which case they are measured at the lower of 
cost and current replacement cost, Redundant and slow-moving inventories are 
identified and written down in this way. Differences arising on the valuation of inventory 
are recognised in the Statement of Financial Performance in the year in which they 
arose, The amount of any reversal of any write-down of inventories arising from an 
increase In net realisable value or current replacement cost is recognised as a reduction 
in the amount of inventories recognised as an expense in the period in which the reversal 
occurs. 

The carrying amount of inventories is recognised as an expense in the period that tho 
Inventory was sold, distributed, written off or consumed, unless that cost qualifies for 
capitalisation to the cost of another asset. 

in general, the basis of allocating cost to inventory items is the weighted average method. 
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ICANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.21. FINANCIAL INSTRUMENTS 

Financial instruments recognised on the Statement of Financial Position include trade and 
other receivables (both from exchange transactions and non-exchange transactions), cash 
and cash equivalents, annuity loans and trade and other payables. 

1.21.1 Initial Recognition 

Financial instruments are initially recognised when the Municipality becomes a party to 
the contractual provisions of the instrument at fair value plus, in the case of a financial 
asset or financial liability not at fair value, transaction costs that are directly attributable to 
the acquisition or Issue of the financial asset or financial liability 

1.21.2 Subsequent Measurement 

Financial Assets are categorised according to their nature as either financial assets at fair 
value, financial assets at amortised cost or financial assets at cost. , Financial Liabilities 
are categorised as either at fair value, financial liabilities at cost or financial liabilities 
carried at amortised cost C'othei"'). The subsequent measurement of financial assets and 
liabilities depends on this categorisation. 
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KANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1 .21 , FINANCIAL INSTRUMENTS 


1.21.2.2 Trade and Other Receivables 

Trade and other receivables are classified as. loans and receivables» and are 
subsequently measured amortised cost using the effective interest rate method. 

For amounts due from debtors carried at an^ortised cost, the Municipality first assesses 
. whether objective evidence of impairment exists Individually for financial assets that are 
individuaiiy significant, or collectiveiy for financial assets that are not individually 
significant. Objective evidence of impairment includes significant financial difficuities of 
the debtor, probability that the debtor will enter bankruptcy or financial reorganisation and 
default or delinquency in payments (more than 90 days overdue). If the Municipality 
determines that no objective evidence of impairment exists for an individually assessed 
financial asset, whether significant , or not, it includes the asset in a group of financial 
assets with similar credit risk characteristics and. collectively assesses them for 
impairment Assets that are individually assessed for impalrnhent and for which an 
impairment loss is, or continues to be, recognised are not included in a collective 
assessment of Impairment. 

if there Is objective evidence that an impairment loss has been incurred, the amount of 
the loss is measured as the difference between the asset's carrying amount and the 
present value of estimated future cash flows (excluding future expected credit lossesThat 
have not yet been incurred). The carrying amount of the asset is reduced through the use 
of an attowance account and the amount of the loss is recognised In the Statement of 
Financial Performance. Interest income continues to be accrued on the reduced carrying 
amount based on the original effective interest rate of the asset. Loans together with the 
associated allowance are written off when there Is no realistic prospect of future recovery 
and all collateral has been realised or has been transferred to the municipality. If, in a 
subsequent year, the amount of the estimated impairment loss increases or decreases 
because of an event occurring after the impairment was recognised, the previously 
recognised impairment loss is increased or reduced by adjusting the allowance account. 
If a future write-off is later recovered, the recovery is recognised in the Statement of 
Financial Performance. 

The present value of the estimated future cash flows is discounted at the financial asset’s 
original effective interest rate, if material. If a loan has a variable interest rate, the 
discount rate for measuring any Impairment loss is the current effective Interest rate, 

1.21,2.3 Trade and Other Payables and Annuity Loans 

Financial liabilities consist of trade and other payables and annuity loans. They are 
categorised as financial (iablllties held at amortised cost, are Initially recognised at fair 
value and subsequently measured at amortised cost using an effective interest rate, 
which is the initial carrying amount, less repayments, plus interest. 
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KANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.21. FINANCIAL INSTRUMENTS (CONTINUE) 

1.21.2.4 Cash and Cash Equivalents 

Cash includes cash on hand (including petty cash) and cash \Mth banks. Gash 
equivalents are short-term highly liquid investments, readily convertible into known 
amounts of cash that are held with registered banking institutions with maturities of three 
months or less and are subject to an insignificant risk of change in value. For the 
purposes of the cash flow statement, cash and cash equivalents comprise cash on hand, 
highly liquid deposits and. net of bank overdrafts. The Municipality categorises cash and 
cash equivalents as financial assets carried at amortised cost. 

Bank overdrafts are recorded based on the facility utilised. Finance charges on bank 
overdraft are expensed as incurred. Amounts owing in respect of bank overdrafts are 
categorised as financial liabilities: other financial liabilities carried at amortised cost, 

1.21.3 De-recognition of FInanciai Instruments 

1.21.3.1 Financial Assets 

A financial asset (or, where applicable a part of a financial asset or part of a group of 
similar financial assets) is derecognised when;' 

• the rights to receive cash flows from the asset, have expired; or 
0 the Municipality has transferred its rights to receive cash flows from the asset or has 
assumed an obligation to pay the received cash flows in full without material delay to 
a third party under a ‘pass-through’ arrangement; and either (a) the Municipality has 
transferred substantially all the risks and rewards of the asset, or (b) the Municipality 
has neither transferred nor retained substantially ail the risks and rewards of the 
asset, but has transferred control of the asset. 

When the Municipality has transferred its rights to receive cash flows from an asset or 
has entered into a pass-through arrangement, and has neither transferred nor retained 
substantially al! the risks and rewards of the asset nor transferred control of the asset, a 
new asset is recognised to the extent of the Municipatity’s continuing involvement in the 
asset. 

Continuing involvement that takes the form of a guarantee over the transferred asset is 
measured at the lower of the original carrying amount of the asset and the maximum 
amount of consideration that the Municipality could be required to repay. 

When continuing involvement takes the form of a written and/or purchased option 
(including a cash settled option or similar provision) on the transferred asset, the extent of 
the Municipality’s continuing involvement is the amount of the transferred asset that the 
Municipality may repurchase, except that in the case of a written put option (Including a 
cash settled option or similar provision) on an asset measured at fair value, the extent of 
the Municipality’s continuing involvement is limited to the lower of the fair value of the 
transferred asset and the option exercise price. 
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KANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.21. FINANCIAL INSTRUMENTS (CONTINUE) 

1.21.3.2 Financial Liabilities 

A financial liability is derecognised when the obligation under the liability is discharged or 
cancelled or expires. 

When an existing financial liability is. replaced by another from the same lender on 
substantially different terms, or the terms of an existing liability are substantially modified, 
such an exchange or modification is treated as a de-recognition of the original liability and 
the recognition of a new liability, and the difference In the respective carrying amounts is 
recognised in the Statement of Financial Performance. • 

1. 21. 2.40ff setting of Financial Instruments 

Financial assets and financial liabilities are offset and the net amount reported in the 
Statement of Financial Position if, and only if, there is a currently enforceable legal right 
to offset the recognised amounts and there is an Intention to settle on a net basis, or to 
realise the assets and settle the liabilities simultaneousiy 

1.22, REVENUE 

1.22.1 Revenue from Non-Exchange Transactions 

Revenue from non-exchange transactions refers to transactions where the Municipality 
received revenue from another entity without directly giving approximately equal value in 
exchange. Revenue from non-exchange transactions is generally recognised to the 
extent that the related receipt or receivable qualifies for recognition as an asset and there 
is no liability to repay the amount. 

Revenue from property rates, is recognised when the legal entitlement to this revenue 
arises. Collection charges are recognised when such amounts are legally enforceable. 
Penalty interest on unpaid rates is recognised on a time proportionate basis as an 
exchange transaction. 

Fine Revenue constitutes both spot fines and summonses, Revenue from spot fines and 
summonses is recognised based on an estimation of future collections of fines issued 
based on prior period trends and collection percentages. 

Revenue from public contributions and donations is recognised when all conditions 
associated with the contribution have been met or where the contribution is to finance 
. property, plant and equipment, when such items of property, plant and equipment 
qualifies for recognition and first becomes available for use by the Municipality. Where 
public contributions have been received but the Municipality has not met the related 
conditions, it is recognised as an unspent public contribution (liability). 

Revenue from third parties i.e. insurance payments for assets impaired, are recognised 
when It can be measured reliably and Is not being offset against the related expenses of 
repairs or renewals of the impaired assets. 

Contributed property, plant and equipment is recognised vyhen such items of property, 
plant and equipment qualifies for recognition and become available for use by . the 
Municipality. 


96 




Kannaland 

ANNUAL REPORT 201 0-201 1 


KANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.22. REVENUE (CONTINUE) 


Revenue from the recovery of unauthorised, irregular, fruitless and wasteful expenditure 
is based on legislated procedures, including those set out in the Municipal Finance 
Management Act (Act No. 66 of 2003) and Is recognised when the recovery thereof from 
the responsible councillors or officials is virtually certain. 

Revenue shall be measured at the fair value of the consideration received or receivable. 

When, as a result of a non-exchange transaction, a Municipality recognises an asset, it 
also recognises revenue ecjuivalent to the amount of the asset measured at its fair value 
as at the date of acquisition, unless it is also required to recognise a liability. Where a 
liability is required to be recognised it will be measured as the best estimate of the 
amount required to settle the present obligation at the reporting date, and the amount of 
the increase in net assets, if any, recognised as revenue. When a liability is subsequently 
reduced, because the taxable event occurs or a condition is satisfied, the amount of the 
reduction in the liability will be recognised as revenue. 


1.22.2 Revenue from Exchange Transactions 


Revenue from exchange transactions refers to revenue that accrued to the Municipality 
dirsotly in rsturn for ssrvlcos rondorod/ Qo^ds sold, tho valuo of wh/ch approximatas tno 
cons/ deration received or receivable. 


Service charges relating to electricity and water are based on consumption and a basic 
charge as per Council resolution. Meters are read on a . monthly basis and are 
recognised as revenue when Invoiced. Provisional estimates of consumption are made 
monthly when meter readings have not been performed. The provisiona estimates of 
consumption are recognised as revenue when invoiced. Adjustments to provisional 
estimates of consumption are made In the invoicing period in \whlch meters have been 
read. These adjustments are recognised as revenue in the invoicing period. 


Revenue from the sale of electricity prepaid meter cards is recognised at the pdmt of 
sale. It is estimated that pre-paid electricity is consumed within 5 to 7 days after date of 
purchase. The pre-paid electricity sold, but not consumed yet at year-end is disclosed as 
under Trade and Other Payables in the Statement of Financial Position. 


Service charges relating to refuse removal are recognised on a monthly basis in arrears 
by applying the approved tariff to each property that has improvements. Tariffs are 
determined per category of property usage, and are levied monthly based on the 
recorded number of refuse points per property. 


Service charges relating to sanitation (sewerage) are recognised on a monthly basis in 
arrears by applying the approved tariff to each property that has improvements. Tariffs 
are determined per category of property usage, in the case of residential property a fixed . 
monthly tariff is levied and in the case of commercial property a tanff is levied based on 
the number of sewerage connection on the property. Service charges based on a basic 
charge as per Council resolution. 


Interest revenue is recognised using the effective interest rate method. 
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ICANNALAND MimrCIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.22. REVENUE (CONTINUE) 


Revenue from the rental of facilities and equipment is recognised on a straight-line basis 
over the term of the lease agreement. 

Dividends are recognised on the date that the Municipality becomes entitled to receive 
the dividend. 

Revenue arising from the application of the approved tariff of charges is recognised when 
the relevant service is rendered by applying the relevant tariff. This includes the issuing 
of licences and permits. 

Revenue from the sale of goods is recognised when substantially ali the risks and 
rewards In those goods are passed to the consumer. 

Revenue arising out of situations where the municipality acts as an agent on behalf of 
another entity (the principal) is limited to the amount of any fee or commission payable to 
the municipality as compensation for executing the agreed services. 

Revenue shall be measured at the fair value of the consideration received or receivable. 

The . amount of revenue arising on a transaction is usually determined by agreement 
between the entity and the purchaser or user of the asset or ser/ice. It is rneasured at the 
fair value of the consideration received or receivable taking into account the arnount of 
any trade discounts and volume rebates allowed by the entity. 

In most cases, the consideration is in the form of cash or cash equivalents and the 
amount of revenue Is the amount of cash or cash equivalents received or receivable. 
However, when the inflow of cash or cash equivalents is deferred, the fair value of the 
consideration may be less. than the nominal amount of cash received or receivable. When 
the arrangement effectively constitutes a financing transaction, the fair value of the 
consideration is determined by discounting all future receipts using an imputed rate of 
interest. The imputed rate of interest is the more clearly determinable of either; 

9 The prevailing rate for a similar instrument of an issuer with a similar credit rating; or 
• A rate of interest that discounts the nominal amount of the instrument to the current 
cash sales price of the goods or services. 

The difference between the fair value and the nominal amount of the consideration is 
recognised as interest revenue. 

When goods or services are exchanged or swapped for goods or services which are of a 
similar nature and value, the exchange is not regarded as a transaction that generates 
revenue. When goods are sold or services are rendered in exchange for dissimilar goods 
or services, the exchange Is regarded as a transaction that generates revenue. The 
revenue is measured at the fair value of the goods or services received, adjusted by the 
amount of any cash or cash equivalents transferred. When the fair value of tho goods or 
services received cannot be measured reliably, the revenue is measured at the fair value 
of the goods or services given up, adjusted by the amount of any cash dr cash 
equivalents transferred. 
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